INTERNAL REVENUE SERVICE
Director Exempt Organizations
c/ McCaslin Industrial Park

2 Cupania Circle

Monterey Park, CA 91755

Date:

JUL 19 2000

Dear Applicant:

Department of the Traasﬁry
Pacific Coast Area (TE/GE)

Employer Identification Number:

Case Number-

Person To Contact:

l

Telephone Number:

(FAX)
Refer Reply To:

We have considered your application for exemption from federal
income tax as an organization described in section 501(c) (3)ur the

Internal Revenue Code.

Based on the information submitted, we have

concluded that you do not qualify for exemption under IRC 501(c}{3).

FACTS:

The information submitted discloses that you were formed under

The purpose of the organization, as stated on attachment

to page 2 of Form 1023, is to further the economic development
purposes of the redevelopment agency and to maintain recreational.

facilities of the City

The activities of this organization include the following:

(1) To assume certain responsibilities related to the operation

and development of

(2) To maintain and operate a restaurant located in the

clubhouse.

(3) To hold an alcoholic beverage license and serve alcoholic

beverages.

ISSUE:

Does tne organization qualify for exemption from federal income

tax as an organization describe

Internal Revenue Coda?

. in section 501(c)(3) of the




LAW:

Section 501(c) (3) of the Code provides for the exemption of
corporation and foundations organized and operated exclusively for
charitable or educational purposes, no part of the net earnings of
which inures to the benefit of any private shareholders or
individuals.

Section 1.501(c) (3)-1(d)(2) of the I"ﬁome Tax Regulations
nrovides the term “charltable” is used in section 501 (c) (3) of Code

ir its generally accepted legal sense, and includes lessening the
burdens of government.

Revenue Ruling 85-2, 1985-1 C.B. 178, states that a
determination of whether an organization is lessening the burdens of
government requires consideration of whether the organization’s
activities are activities that a governmental unit consideis to be
its burdens, and whether such activities actually “lessen” such
governmental burdens.

GCM#38693 addresses a development authority that is crganized by
private pecsons with the approval of a political subdivision of a
~state, 1is thereafter controlled by the political subdivision, and is
authorizmd to borrow money to provide business facilities to private
interests in hopes of increasing employment. The GCM concluded that
the development authority did not operate to lessen the burdens of
government, because it appeared that the local government was
prohibited from making expenditures for the purpose for which the
authority will expend money. Since the government itself could not
conduct the activity, the development authority could not claim to
be lessening the burdens of government.

ANALYSIS:

Your organization was formed in order to assume certain
responsibilities related to the operation and development of the
_ (a golf course), including the operation of a
restaurant serving alcoholic beverages. The restaurant is an
integral part to both the Yyl :21d to the economic
development of the golf course.

. Gy -t
states that “It is the intent of the City is to sell
alcoholic beverages from the

However, state law does not permlt a city to receive a
license to sell alcoholic beverages.?m“Therefore, it is necessary
for the City to form a non-profit public bernefit corporation under
the control of the City to lease. the (NN restaurant from the
'City, and for such corporatlon to apply for a license to sell
alcoholic beverages'”’ ‘ o S

LA
ph




The directors of the organization contracted with a taxable entity
to operate the golf course and restaurant. Thus, the relationship
between the organization and the government is more in the nature of
a@ commercial contract for services as opposed to a lessening of

Based on the above Statement, it appears that your organization does
not meet the requirements of ection 501 (c) (3) as @ charitable
organization, because yYour organization does not meet the
requirements that lessen the governmental burden. You are going to
perform activities which the City can not: (1)State law prohibits
the government («u from holding a license to sell
alcoholic beverages. If your organization is Created to perform the
prohibited activities, it is not entitled to exemption on a
"lessening the burdens” basis; (2)The organization does not pay any
of the government’s eéxpenses; and {3)The governmental unit has not
previo.sly-engaged in the same activity prior to the o -ganization
taking over such activity,

CONCLUSION:

It is the position of Internal Revenue Service that your '
organization does not qualify for eéxemption from federal income tagy
under section 301(c) (3) of the Internal Revenue Code. Accordingly,
YOU are required to file income tax return on Form 1120 annually
with your District Director.

If you are in agreement with this determination, we request that you
sign and return the enclosed agreement, Form 6018

Director of Appeals. Your request for a hearing should include a
written appeal giving the fact, law and any other information to
Support your position, as explained in the enclosed Publication 892. .
Tou will then be contacted to arrange for a hearing. The hearing
may be held at the office of Regional Directors of Appeals, or if
YOu request, at g mutually convenient District office.

If we do not hear from you within 30 days from the date of this
letter, and you do not protest this proposed determination\in a
timely matter, it will be considered by the Internal Revenue Service
-as failure to exhaust available administrative remedies and will
then become our final determination. Section 7438 (b) (2) of the
Internal Revenue Code provides, in part, that “a declaratory
judgment or decree under this section shall not be issued in any
Proceeding unless the Tax Cou;t,_tbe.Courtﬁqf Claims, or the




~

District Court of the United Statéd for the District of Columbia

service.”

If this determination be;omes our finai?determination, the
appropriate state officials of the will be

notified in accordance with section 61b4(c) of the Internal Revenue
Code. ' '

If you have any questions, please chtaCt the person whose name and
telephone number are shown in,headihg_of;this letter.

Sincerely yours,

‘Steven T. Miller
DireCtor,,Exempt Organizations

Enclosures:

Form 6018
Publication 892
Notice 1214




$ arem 6018 Denartront 9 1ng Troasety- 1r1erngl Aoveayy Bovice Pisoste In
(Rov. Aupusr 198)) Consent to Propossd Adverse Action © Duphcate
(Al rolorences ory 10 the Interna) Aevenve Cecte) :
baeiditonn . Deiv of Lowst Dtrermingtion Letier
N/A
Impiover igens.lgalion Nyuerder Oste af Frope e AGveras Lction Lones

None ord Aodrews of Qrpenisotion

| esnsant 10 the proposed advw e action relative 10 the above orpanizatior, 3s shawn by the box{ec) chocked below. |
understand that if Section 7428, Dsciaratory Judgmants Ratating 1o $Utus and Classitintion of Orpanitationt under Section 801 3]
(3), stc. spplies. | hove the Tight 1o protest tha proposed adverse action.

NATURL OF ADVER3E ACTION

Oenal of sxemption ynger Section S01(c)(3) as charitable Organization.

Réevocntion of sxamption, effective

Moditicstion of sxsmpt status from tection Botiel: _' ) 1o pjmmx}*s' )._NMM

Canlfication s 3 private foundation {section !G(;).lv‘.' lffoeim AR

0j]o{gjo| a

Quanitication s 4 non-oparsting foundatlon (wetion 4942())(3)). wHactive

Classification ss 80 organizstion descrided in tection $09(a)( ),.__.olﬂmlw

Clawsification a4 an organitation daseribed In section 170(0I(1)IAN{ ), affective

(BN

I VOU 89or 10 the 3dverss action shuwn ebove, please tign and return thip eo{mm. You should keep » copy Por vou, records.

1 you »ign N3 consent defore vou have exhavited your administrat've sppsal tigts, YOu may (032 your rights to & dectwatory judg
ment uncer section 428 ° R :

[Sipnature instructions sre on the back o/ this form.)
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